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Compulsory Saving 


During recent weeks the question has often been asked, “What steps 
should we take to ensure that we can finance our ever growing part in this 
war.” 

Much stress is being laid on our participation from the point of view 
of manpower, but little is being said in comparison, regarding the matter 
of financing our part. 

A new loan is to be floated within a very short time and signs are not 
wanting that the government has made elaborate plans to see that every 
person in the country is to be urged to support this loan. If difficulties are 
experienced in subscribing to the full extent of the loan within the specified 
time it is likely that some form of compulsory saving may be put into effect. 

As a matter of fact compulsory saving has been advocated even in Britain 
where the average savings per head of the population are far ahead of those 














in this country. 

There is a growing feeling in favor of such a plan here, and it may be 
nearer than we imagine. 

There are still those who refuse to realize just how serious the situation 
is and how necessary the savings of the people are in our war effort. 

Many of us rave about our lack of war effort, and yet many of us who 
so rave do the least to further that war effort. 

It isn’t any secret that many of those who subscribe to War Savings 
Certificates cash them as soon as possible, they simply subscribed in the 
first place because they were urged to by their employer and they are afraid 
of his reaction if they dropped their subscription. 

Well, what is the answer? There .may be several answers to this but, 
with our present monetary system maintained, the only answer we can see is 
some system of compulsory saving. 

In the meantime it behooves each one of us to make certain that the 
new War Loan goes over with a bang. 

If it doesn’t there are some people who are in for a rude shock before 
much time has passed. 





Across the Secretary's Desk 


In a period of business, shall I say prosperity, as at present, there is 
always a tendency to become somewhat lax in regard to the correct recording 
of facts in relation to production and cost or, at any rate to tolerate laxity 
in this regard and to concentrate entirely on production. At the present 
time we learn that production is the main thing to be considered, to “get 
out” the goods in record time, seems to be the popular slogan and if the 
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records are away behind or they are not nearly correct, what matter, we can't 
do everything at once. There is no doubt in my mind that such a spirit 
prevails in many quarters and it is an extremely dangerous situation. 

Whatever the layman may think as to the real value of records, we, as 
Cost and Industrial Accountants should realize the importance of keeping 
correct records and also in keeping them up to date. 

I am quite aware that our profession generally in such times as those 
through which we are now passing, is sadly overworked that in most plants 
and offices overtime and more overtime seems to be necessary. Trained 
men are not to be had and it seems necessary for those we have to work more 
and more overtime in many cases. 

Costs and more particularly, correct costs are more essential now than 
at any other time and more and more trained men are needed. What is 
more, those of us who are trained must keep abreast of the times. 

Perhaps by a knowledge of better methods we may cut down our own 
work and thereby assist in keeping the general cost down. 

A good way to keep abreast of the times is by attending as many chapter 
meetings as possible, even if the subject or the speaker may not seem to be 
particularly attractive. There are very few meetings that do not give many 
of us food for thought and possibly a new slant on things and I speak from 
experience. I suppose I attend more meetings than most people. 

A recent instance comes to mind quickly. This week it was my privilege 
to attend a meeting of the Niagara Chapter and to listen to a discourse on 
“Budgeting Manufacturing Expense.’ Nothing startling in such a subject, 
true, and the speaker was not one known to the members. Perhaps for 
these two reasons and the supposed necessity for working overtime, the 
attendance was low, and yet those who were present were unanimous in 
stating that it was the best regular chapter meeting since its organization. 

The result is that a lot of members missed an extraordinarily fine meeting 
which would have undoubtedly given them a new angle and possibly ways 
to control manufacturing expense and so cut down on the time expended 
on such matters within their own organization. 

Generally speaking the attendances this season have held up remarkably 
well with one or two exceptions, but I point out these things in order to 
assure members that it is their duty and also to their real benefit to attend 
chapter meetings regularly. 

Also this week it was my privilege to attend a meeting of the Kitchener 
Chapter at which our Dominion President, Mr. George Appleton, spoke on 
“Some Aspects of Cost Accounting.” Now George is of a retiring disposi- 
tion. He lays no claim to oratory but in this case he revealed touches of 
which he had not been previously suspected, and I can say that no President, 
at any time has ever rendered a greater service to a chapter than did George 
on this occasion. It was a real homey meeting with a good attendance and 
the members responded to the dry humor and the real truths which George 
handed out. 

Previously he had spoken in Windsor where the boys really enjoyed 
themselves, and he is to speak in Montreal later in the season. My advice 
to the members in Montreal is to place a ‘‘must” sign on the date on which 
he is to speak. 

R: BD: 
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New Members 
Hamilton Chapter. 


R. B. McMillan, The Steel Company of Canada Limited, Hamilton. 


Montreal Chapter. 
W. T. Parsons, International Paints (Canada) Ltd., Montreal, Que. 


Toronto Chapter, 

R. U. Toner, Bell Telephone Co. of Canada, Toronto. 

S. G. Woolham, The Canada Metal Co. Ltd., Toronto. 

W. T. Armstrong, C. B. Taylor, Toronto. 

R. Seed, Defence Industries Ltd., Pickering, Ont. 

E. D. Graham, Stevenson & Kellogg Ltd., Toronto. 

M. Harper, Provincial Paper Co. Ltd., Toronto. 

B. Singer, Clayton’s Dept. Store, Ttronto. 

R. McLaughlin, Massey-Harris Co. Ltd., Toronto. 

G. S. Thornton, Massey-Harris Co. Ltd., Toronto. 

C. F. Cunningham, Barkers Bread Co. Ltd., Toronto. 

G. V. Harding, Massey-Harris Co. Ltd., Toronto. 
London Chapter. 

M. P. McBain, Kellogg Co. of Canada Ltd., London. 
Windsor Chapter. 

D. N. Murphy, John Wyeth & Bro., Windsor. 
Non-Resident, 

J. H. Paulding, Inspection Board of United Kingdom and Canada, 

Boston, Mass., U.S.A. 








Literature Received 


The Group System of Depreciation. 
N.A.C.A. Dec. 15. 
A very fine article on a very difficult subject and one which perhaps 
we have neglected too much. , 
A Simple Hand-Posted Voucher Register System. 
NA.C.A., Jan..1. 
A case study of a simple system of handling Vouchers Payable. 
A Case Problem in Lumber Costs. 
N.A.C.A., Jan. 1. 

A fine example of the application of accounting methods to an im- 

portant industry. 
Cost Ratios. 
The Student, December. 

A short but informative article with illustrations dealing with the 
subject of the relation between actual performance and cost standards 
on a basis of cost ratios. 

Industrial Managements’ Fiscal Policy in the Canadian Wartime Economy. 
Can. Chartered Acct., January. 

A very complete and interesting article of real interest to all financial 

accoyr*-"*<. 
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Costing and the Petrol Distribution Problem. 
The Aust. Accountant, November. 
A short but extremely interesting article on distribution costs in 
a particular industry. 
Group Labor Control. 
The Aust. Accountant, November. 
A most interesting article on a problem of special significance in 
the present times. 
Job Analyses and Specifications. 
The Aust. Accountant, November. 
A complete article dealing with a comparatively new phase of 
labor control. 
Fixed and Variable Costs. 
The Aust. Accountant, November. 
A short but well written article on the subject of cost control which 
should be of interest to all Cost Accountants. 





The History and Development of Aviation 
in Canada 


Address by Mr. J. A. D. McCURDY, 
Supervisor of Aircraft Purchases, Dept. of Munitions and Supply, Ottawa 
to the 
Canadian Society of Cost Accountants and Industrial Engineers 
Hamilton, Ont., December 10th, 1941 


In the year 1886 an event took place which greatly enriched the wealth 
of personality in Canada. In the summer of that year Dr. Alexander Graham 
Bell, his wife and two children were returning from England to the United 
States when they were shipwrecked off the coast of Newfoundland. They 
were picked up by a British Man-O’War with the ultimate object of returning 
the passengers to their respective destinations. Dr. Bell and his family, as a 
result of this, were passing through the Bras d’Or Lakes, Cape Breton 
Island and were landed at the wharf of the town of Baddeck for a brief 
interlude. 

Dr. Bell stepped off the boat, walked along the wharf and stopped in 
front of a plate glass window, the front of the offices of the local newspaper, 
“Cape Breton Island Reporter.” Looking through the window he became 
much interested in a man who was attempting to fix a telephone mounted 
on the wall opposite. This man was the editor of the newspaper. He became 
conscious of a presence behind him and turning around saw a very large man, 
slightly over 6 feet, weighing about 250 lbs., dark, with very black hair, full 
whiskers and piercing brown eyes, who had just entered the door. Upon 
being asked by this gentleman what he was trying to do, he explained that 
the instrement was a telephone which connected his office with his father’s 
store at the top of the slight incline, and that he was attempting to fix it but 
had not been particularly successful. Dr. Bell walked over and said: “Per- 
haps I can help you.” He then unscrewed the end of the ear piece, removed 
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the diaphragm, brushed a small fly away, replaced the diaphragm, screwed 
on the top and said: “I think now you will find it working.” The editor 
rang the telephone and received an immediate reply. Much surprised he 
turned to the gentleman and said: “Why, how did you happen to know about 
this?” Dr. Bell replied: ‘Because I am the inventor of that instrument, and 
my name is Alexander Graham Bell.” The editor was my father. 

As a result of this and the subsequent meeting which took place between 
Dr. Bell and my grandfather, Bell and his family did not go on with the boat 
but remained in Baddeck, much charmed by the Scottish Hills and Scotch 
people who reminded him so much of his birthplace. He acquired a piece 
of property, built himself a house and returned to Baddeck every summer 
for a good many years, his annual stay becoming longer and longer as time 
went on until finally Baddeck became his real home. On his death in 1922, 
followed by his wife in a few short months, the people of Cape Breton Island 
were very gratified to have his wish carried out that he and Mrs. Bell be 
buried at the top of the mountain within the Scottish atmosphere which he 
so dearly loved. 

My early recollections of Mr. Bell were in his laboratory during the 
days when he was experimenting with the graphophone, concerning which 
he was the inventor of the wax record which gave this instrument commercial 
possibility. I well remember the many records made of native Gaelic tunes 
and the reproduction of these was a constant source of interest and joy to 
the inhabitants of that district. 

His mind began to turn to mechanical flight and for a good many vears 
he experimented in his laboratory on the theory of surfaces and propellers 
and later constructed kites which were flown on the hillside adjoining the 
laboratory from which he collected data concerning air currents. To my 
mind Bell was probably the outstanding man in the world of his century, 
having regard to what he gave to humanity and also the wonderful inspiration 
and incentive that he imparted to all those fortunate enough to know him. 

In 1903 the Wright Bros. who operated a bicycle repair shop in Dayton, 
Ohio, gave information to the press that they had actually flown and that 
experiments had taken place at Kittyhawk, North Carolina. They claimed 
that their first flight took place on December 17th, 1903, but that they had 
flown practically in secret and did not intend to give information to the 
world concerning their aircraft, as certain mechanical details remained to be 
perfected by them. This announcement was received by the world in general 
in a spirit of ridicule and it was not until 1908 that it was established to the 
satisfaction of the world at large that this flight had actually been accomp- 
lished. Their original machine consised of two superimposed planes, to-day 
commonly called a bi-plane, 24 h.p. motor of their own design, driving two 
large propellors with the power transmitted to them by bicycle chains running 
in tubes. Lateral control was obtained by a complete warping of the main 
structure which gave the effect when so warped, of one side having a greater 
angle of incidence or attack to the air than the other side. This action 
would tend to steer one side up and to reduce the lift on the higher side. 

In the spring of 1907 a college associate of mine, Mr. F. W. Baldwin, 
and myself, were guests at Mr. Bell’s home at Baddeck, where we took part 
in the laboratory experiments being conducted by Dr. Bell in regard to kite 
flying. We were joined by another young man, Lieut. Thomas E. Selfridge 
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of the United States Army, who was on leave at the time and learning some- 
what of the experiments being conducted at Baddeck, came there to spend 
his holidays. He was immediately taken into the Bell home. Both Mr. and 
Mrs. Bell became very fond of this young man and the situation developed 
whereby an idea which had been in the process of forming in Mrs. Bell’s 
mind for some time, was one night suggested to Dr. Bell and the three young 
men present. I well remember that evening after dinner, sitting in the large 
hall with an immense fire burning in the huge fireplace and the warmth of 
the coal oil lamps shedding a glow over the homeyness of the whole at- 
mosphere. Mrs. Bell proposed that an association of some sort be formed 
seriously to attempt to develop a flying machine, which association she 
was willing to finance. She felt it would be rather nice to keep us younger 
men busy and occupied and perhaps we might in some way be able to assist 
her husband in accomplishing what was to him the final desire of his am- 
bition. Dr. Bell was very much taken with the idea and immediately after 
a good deal of discussion, attempted to put it into practical form. A consti- 
tution was drawn and a name was selected which I think will live in the 
aeronautical world for some considerable time. It was called the ‘Aerial 
Experiment Association.” A special trip was made to Halifax so that the 
organization could be properly attested not only by a Canadian Justice of 
the Peace, but also by the representative of the American Government who 
resided in that city. 

In the meantime, we had been joined by a motorcycle manufacturer who 
probably had at that time the greatest of knowledge relating to light gasoline 
engines. This young man was none other than Glenn H. Curtiss. In our 
charter, Dr. Bell became Chairman and the four associates had respective 
positions assigned them all set forth in the document, so on October 1st, 1907, 
was born one of the most remarkable scientific associations the world has 
ever known, and which, as will be disclosed later, gave to the world a re- 
markable invention which is universally used on all aircraft to-day. 

We decided to concentrate our minds on gliding experiments so a small 
box kite bi-plane glider was made out of bamboo and nainsook. A section 
was left open in the middle of the bottom plant to allow of a man supported 
by his arms swinging through this hole, to attempt a balance. When the 
snow came the glider was taken to the top of one of the peaks, a man placing 
himself in the center section, and the glider and man were heaved off the 
mountain side by two attendants, one at each end of the glider. A soft deep 
snow prevented any serious injury to the would-be aviator. 

It was soon apparent that such a method was too mediocre and that a 
balancing tail was required. We were able to effect glides of about 100 
yards down the mountain side, and as is usual with youth, we figured that 
we had practically mastered the art of flying. We then attempted to build 
our first aircraft and proceeded to design an engine of about 50 h.p. made 
out of motorcycle cylinders. The machine was launched from the ice on 
tubular runners, and in the first attempt took off under its own power and 
flew a distance of 319 feet. The crash which took place indicated that it 
was imperative some form of lateral control be installed. To accomplish 
this we, in our second machine, hinged to the projected leading edge of each 
wing, four small surfaces connected by wires to a shoulder yoke which was 
designed so that when the machine tipped, the operator would instinctively 
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lean to the high side, and in so doing would move these wing tips so as to 
increase the angle of incidence of the tip on the low side and decrease 
the angle of incidence on the high side, thereby producing a turning 
moment which in effect steered the low side of the machine up, and steered 
the high side of the machine down. Hence was born the “aileron” of to-day. 

May I digress here for a moment to explain how the aileron obtained its 
name. It was around the Ist of September, 1908. The American Aero Club 
invited the premier flier of Europe, Henri Farman, to come to America and 
demonstrate to the American public the machine which he had been success- 
fully flying near Paris. His exhibition took place at a Race Course just 
outside of New York City. When the time came to make the flight, Farman 
crawled into his machine, ran down the race track, took off at an elevation 
of about five feet, flew for about 100 yards and then landed. His mechanics 
turned the machine around by hand and he repeated this performance by 
flying back. I met him after he had descended from the pilot’s seat and 
asked him why he could not go up higher and make circles around the track, 
as we had been doing throughout the summer. He explained that it was 
impossible because the machine would tip over. He spoke very broken 
English and I no French, so I had great difficulty explaining to him how we 
had overcome this difficulty by the invention of the moveable wing tips. 
It was only when I used the word “little wing’’ that he exclaimed: “Ah, 
aileron!’ and-a smile spread over his whole face. The numerous newspaper 
men were so interested in the story that they took up the word and spread 
it in the papers the following morning. This appellation has remained ever 
since. 

The Association made four machines, all of which flew. One of these 
machines, the “Silver Dart’’, was flown over the ice at Baddeck, N.S., on 
February 23rd, 1909 for a distance of about three-quarters of a mile at an 
altitude of 60 feet, which flight turned out to be the first in the British 
Empire. 

The Association which had accomplished its purpose, namely, to get a 
man into the air in an aeroplane under its own power, was disbanded in 
March, 1909 and immediately afterwards Dr. Bell allowed Baldwin and 
myself to form a company for the building of aircraft which I think was 
the first aircraft company formed in Canada. The name selected was ‘‘Cana- 
dian Aerodrome Company” which company built at Baddeck two machines, 
both of which flew successfully. 

About this time the public in general took a great interest in what was 
going on in the flying world and prizes were being offered all over the 
United States for exhibitions. Among these was a prize of $10,000 offered 
to the first man who would succesfully fly from Key West to Cuba. Being 
young and having the spirit of romance and adventure in my soul, to say 
nothing of the prize involved, I decided to attempt this flight ,so prepared 
my plane and was in Key West around the 1st of February, 1911. In those 
days Key West was an isolated island, reached only by boat, so that the 
people there never had had an opportunity of seeing a machine in the air. 
The interest, therefore, was intense. The American Navy showed their desire 
to co-operate in every way possible to make the flight a succsss, by allocating 
to me ten boats including the entire eastern division of their destroyer fleet, 
to act as escort. Our plan was to arrange these ships ten miles apart across 
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the Gulf Stream, so that I could be picked up with the least possible delay 
in case of a hasty descent. An airport was quickly made for me by the 
contractor who was preparing the terminus for the incoming railway and 
consisted of a piece of ground about the size of a baseball park. I had 
arranged for about 30 of the leading citizens to act as policemen during a 
trial flight to keep the field clear, so I could make a landing. Due only to 
bad weather I was compelled to delay my flight for six days and learned on 
the seventh, word coming from the destroyers, that the storm was dying down 
and they felt conditions were now propitious. I had in the meantime gone 
to a tinsmith’s shop and had made some torpedo shaped cans which, when 
strapped under the wings, were designed to produce sufficient floatation, 
as up to that time no craft had been designed for other than land use. I 
think that all of the inhabitants of the island assembled at the airport on that 
morning, and with my well-selected policemen, gasoline and oil tanks filled 
up and motor running smoothly, I took off for the trial flight. The excite- 
ment was so intense, however, that my policemen failed entirely in their 
duty and they, together with the entire mob, rushed on to the field so that a 
landing was made impossible. There was, therefore, nothing for me to do 
but to head out to sea in the direction of Havana. 

I flew at an altitude of about 2500 feet and after passing the surrounding 
shark-infested keys I picked up the first destroyer, and while I could not 
hear anything I could see the sailors cheering and the steam of welcome from 
the whistle. In the meantime, word had been sent to Havana that I was on 
my way so the entire population of that city left their homes and industry 
and crowded the waterfront. It was a brilliant morning and as I flew over 
the intensely blue water, I felt a thrill of happiness and contentment known 
only to those who have delighted themselves by this form of travel. On I 
flew, passing one destroyer after another until finally the mouth of the 
harbour and Morrow Castle came into view. Suddenly a terrific noise 
sounded behind me and on looking back I discovered that one connecting 
rod had pierced a cylinder wall and was by degrees entirely disintegrating 
the motor. One cylinder after another went until I had no engine. The 
only thing to do was to maintain a gliding angle and to come as near to 
shore as possible. I landed in the sea without turning over or even getting 
my feet wet, about a mile and a half off the entrance to the harbour, having 
flown a distance of about 110 miles at a speed of 48 miles per hour and 
remaining in the air about two hours and fifteen minutes. So well organized 
was the destroyer fleet that I was picked up in four and a half minutes. 
Now came the problem of salvaging the aircraft.. It was towed alongside 
the destroyer and an effort was made by the sailors to hoist the machine 
onto the deck, but so enthusiastic were the sailors, each and every one, to 
assist in this operation that the machine was completely demolished before 
it was pulled on board. As there were 110 sailors on this ship, I think that 
each one of them obtained a souvenir. McCurdy was safe but without any 
aircraft. During the salvaging operations, hundreds of boats came out from 
the harbour and surrounded us. The whole scene was one of the most 


beautiful I have ever witnessed because the small boats under sail were 
tinted in many colours and with the bright blue sky, the deep blue water and 
the brilliant sunshine, the effect was one which I will never forget. 
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Included in this flotilla was the President's yacht from which a boat was 
lowered and a note brought to me from the President, written in his own 
hand, congratulating me upon the success of the flight and inviting me to be 
present at the Opera House on the following evening, where he would 
personally take great pleasure in delivering to me the award. The following 
evening I was driven to the Opera House by Mr. Jackson, the American 
Minister to Cuba, and sat with him and his wife and a party in his private 
box, and listened to the preliminary speeches and music. The Opera House 
was filled by about 7,000 people, including all of the foreign diplomats and 
representatives of the Army and Navy of Cuba. It was a brilliant scene. 
In due course I was invited to descend from the box and appear on the stage 
to receive the award. I was stopped at the entrance to the stage by some 
well meaning person and coached in the manner under which I should receive 
the prize and deliver my thanks. This was my undoing. 

I remember very well the grand speech delivered by President Gomez, 
entirely in Spanish of which I did not understand a word, at the conclusion of 
which he presented me with the most official looking envelope I have ever 
seen. It was completely covered with red and green seals and ribbons, and 
looked very grand indeed. The Vice-President then stepped up to me and in 
English asked if I would respond, and he would translate my speech to the 
audience into Spanish. Obeying the instructions of my coach I did not open the 
envelope until I had returned to Mr. Jackson’s box. There I did so and 
shared this pleasure with the Minister and his party. I drew out from the 
envelope, not a cheque for $10,000 but only a piece of torn newspaper. 
The cheque I never received but interpreted the whole episode as just an 
old Spanish custom. An attempt was made by Mr. Jackson to overcome 
this perpetration but was advised by the State Department in Washington 
that further investigation would only lead to unpleasant international com- 
plications, so that the matter might as well be dropped. In spite of this I 
remained in Cuba for about a month and had a wonderful time and enjoyed 
to the full the outstanding hospitality of all the people. 

The spirit of romance which prompted this flight was probably shared 
in a like degree by those navigators of old, Christopher Columbus, John 
Cabot and others who came to these shores. It is a quality which should 
be retained in our hearts and without which life loses its full meaning. 

In spite of the world-wide developments which were taking place in 
aviation, Canada, during the last Great War, failed to provide for a Cana- 
dian Air Force. Our boys who were trained here privately went overseas 
and joined up with the British Forces in England. Canadians showed a 
remarkable aptitude to flying and some of the greatest achievements in air 
battles, as you all know, were accomplished by such men as Bishop, Barker, 
Collishaw and many others whose names will remain a monument to Canada’s 
air endeavours. 

It was not until 1922 after the return to Canada of a great many of our 
airmen that the Canadian Government decided to create an organization 
under the Department of National Defence which in 1924 became known as 
the Royal Canadian Air Force. That organization, small as it was, has 
served us in good stead to-day, and has become the nucleus of the British 
Empire Training Scheme, the details concerning which you are all thoroughly 
familiar with. We are told that our British Empire Training Scheme now 
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embraces about 100,000 men, and I am sure that when this war is over, many 
names will stand out with heroic accomplishments and that new Bishops, 
Barkers and Collishaws will emerge. Well has it been said by Mr. Churchill, 
speaking of the defence of England during the hectic days of bombing which 
took place there, that “never in the history of the world have so many owed 
so much to so few.” 

I would like to say a few words about the Department of Munitions and 
Supply with which I have the honour to be associated. It may be rather a 
coincidence or it may be otherwise, that when the Government desired to 
secure a Director-General of Aircraft Production, they should have looked 
not only to Nova Scotia but that they selected a man who bears the same 
name as the earliest pioneer, none other than Mr. Ralph P. Bell. His inde- 
fatigable efforts and the loyalty which he has inspired in all those working 
in his Department have gone a long way to build up the aircraft industry 
from a pre-war 1,500 employees to its present status of over 30,000. 

I would also like to pay a tribute to that remarkable head of the Depart- 
ment of Munitions and Supply, who is so well known to you all. Mr. Howe's 
personality, qualities of leadership and powers of organization have become 
almost a by-word among Canadian people. He is indeed fortunate to have 
his policies so ably interpreted and administered by Mr. G. K. Sheils, the 
Deputy Minister, a man for whom the whole Department has learned to 
have the greatest admiration and respect. 

Gentlemen, this war must end some day, but it can only end when the 
aims for which we are fighting have been thoroughly satisfied and achieved. 
May I attempt to state briefly what these aims are: FREEDOM—freedom of 
speech, freedom of opinion, freedom of worship; TOLERANCE—compassion 
for the under-dog and mercy for the beaten foe; KINDLINESS—a square 
deal to all men, decency in behavior, truth and rightiousness. May I 
also remind you that these are the basic principles not only of democracy 
but also of the Christian faith. They are not the ideals of the totalitarian 
countries. They claim that the individual is of no account and that his value 
is only in his service to the omnipotent State. Let us trust that these aims 
will be achieved as swiftly as possible and that the time is not far distant 
when our overseas boys will all return to their homes to enjoy once again 
that peace, prosperity and happiness which through their efforts will obtain 
to the whole world. 


War Orders and Overhead Distribution 


By F. E. WOOD, R.I.A. 





Chief Cost Accountant Treasury-Cost Section, Department of Munitions and 
Supply, Ottawa 


Address to Montreal Chapter, Cost and Management Institute, Dec. 12th, 1941 


Mr. Chairman and Gentlemen: May I express my thanks for the privilege 
of meeting with you to-night and discussing with you some of our common 
problems. I am very proud to be a member of the Canadian Society of 
Cost Accountants and Industrial Engineers, with whom you are affiliated, 
and I also have the pleasure and honor to be associated with the work of 
the Ottawa Chapter. 
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I am sure we are all delighted at the recognition extended in 1941 to 
the Society by both the Quebec and Ontario Governments. I have no doubt 
that similar powers will be granted by the other provincial governments to 
members of the Society resident elsewhere than in Quebec or Ontario. The 
value of the degrees granted will depend entirely on the standards maintained 
by the Society and I have every confidence that your very excellent provincial 
and Dominion officers will make sure this standard is kept at a very high 
level. 

This is the first opportunity I have ever had to attend a meeting of your 
Institute, although I have heard very glowing reports of your organization, 
and in fact your officers were kind enough some time ago to recommend 
several of your members and associates to us for positions with the Cost 
Accounting Division. 

If I remember correctly, appointments were given to several from this list 
and in every case they have proved excellent. If those gentlemen are a fair 
sample of your organization, you are indeed to be congratulated on the ex- 
cellent standard of your membership. 

Cost Accountants are peculiar people. I am informed on no less an 
authority than the English Electric News that from an engineer's standpoint, 
“The typical accountant is a man past middle age, spare, wrinkled, intelligent, 
cold, passive, non-committal, with eyes like a cod-fish, polite in contact, but 
at the same time unresponsive, calm, and damnably composed as a concrete 
post or a plaster of paris cast; a human petrification with a heart of feldspar 
and without the charm of a friendly grin, minus bowels, passion or a sense 
of humor. 

Happily, they never reproduce, and all of them finally go to Hell.” 

As our society also includes industrial engineers, I think it is also fair 
to quote from the same authority, the definition of an engineer from the 
accountant’s viewpoint: “The typical engineer is a large, full-blooded en- 
thusiast, a cigar smoker, with hair on his chest, and a Y.M.C.A. secretary's 
smile. He talks in astronomical figures and abhors detail. His limit of 
accuracy is plus or minus $5,000.00, and he brags if he stays within these 
limits. He is the despair of auditors, only exceeded in this respect by 
social workers. 

Happily, he is a mule, without pride of ancestry or hope of posterity, 
and goes to an early grave cheerily waving a slide rule, mourned by none 
and remembered only by his creditors.” 

Joking aside, I can not help but feel that the Cost Accountant, who for 
many years has been the ‘forgotten man” in industry, is rapidly attaining his 
proper place in plant management. The Government has established a price 
ceiling on all articles manufactured for domestic consumption, and is also 
controlling wages and raw material costs. What a wonderful chance for the 
Cost Accountant engaged in commercial production to prove his value by 
presenting a clear picture to management as to sources of waste and inef- 
ficiency in any of the services being performed by his company. I urge every 
one of you who may be engaged in commercial work to take full advantage 
of this opportunity. In this connection, may I offer a further thought and 
that is the absolute necessity of proper presentation of facts. Any clerk or 
be :'* -eper can “compile” costs, and produce large and elaborate statements 
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of figures which, in themselves, are often entirely useless to the busy executive 
who must make the administrative decisions. 

The real Cost Accountant, having of course made sure that sufficient 
detail is behind the cost statements to provide an accurate and comprehensive 
analysis will see that the real meaning of the cost statements is presented to 
the management in a concise and clearly understood form either by graphs, 
charts, or perhaps merely a few figures on a single sheet of paper. You, 
as the Cost Accountant, may not realize that the elaborate cost statement 
with which you are so familiar, may not be at all intelligible to management. 

It has been said that figures do not lie, but liars figure. I am reminded 
of a recent applicant to the Civil Service Commission for an appointment 
as an Accountant. During the course of the interview, he was asked if he 
thoroughly understood Double Entry Bookkeeping. He said emphatically 
that he did, and in addition that he has been actually keeping triple entry. 
On being pressed for an explanation, he said, “One set of books for the 
management that shows the true profit, one set for the shareholders that 
shows a moderate profit, and the third for the Income Tax Department that 
shows no profit at all.” 

Just over a year ago, I had the honour of speaking before the Toronto 
Chapter of the Cost Accounting Society and at that time, dealt in detail with 
the memorandum entitled “Cost of Performing a Contract or Subcontract”, 
now known as Form M. & S. No. 433, which is probably familiar to all of 
you who have had occasion to deal with the Government on cost matters 
under a war contract. This memorandum outlines the basic principles for 
costing on war work and is now standard on all contracts awarded by the 
Department of Munitions and Supply, where subject to cost audit. 

In passing, it might be of interest to refer particularly to the tremendous 
increase in the variety and volume of war work in the short space of twelve 
months, and to give you a few of the latest figures, reasonably up to date. 

A year ago, I stated that in the third quarter of 1940, contracts were 
being awarded at the rate of nearly 7,500 per month. The comparative figure 
for 1941 is 14,734. On November 27th, 1940, the total value of orders placed 
was reported at just over One Billion Dollars. The total is now well over 
Two and a half Billion. Two years ago, Canada imported most of what little 
military equipment was purchased. To-day she can equip an Infantry Di- 
vision in a few weeks, and at the same time, is exporting additional war 
equipment, war material and war machines to virtually every battlefront. 

Equipment now being produced in Canada includes 6 types of ships, 
13 types of guns and rifles, many variations of ammunition including shells, 
fuses, gaines, primers, bombs, mines, grenades, 20 types of chemicals and 
explosives, 12 types of aircraft, two types of tanks, Army mechanized trans- 
port of many types including field workshops, wireless trucks, universal 
carriers, and almost innumerable items of miscellaneous classification. 

There are a good many wholly Government owned companies operating 
under the direction of the Department of Munitions and Supply, several 
having their Administrative offices in Montreal and probably are well known 
to you. Allied War Supplies Corporation administer the chemical, explosive 
and shell filling programmes including 23 separate projects involving some 
15,000 employees at present, with the expectation that twice this number will 
be required as the plants are brought into full production. Citadel Merch- 
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andising Company Ltd. supervise the purchase and distribution of machine 
tools, to date totalling some 60 Million Dollars. The Fairmont Co. Ltd. 
is the sole buyer of rubber for Canada. Melbourne Merchandising Ltd. 
purchases wool for military contracts and is responsible for having adequate 
supplies of wool available for war industrial requirements. 

The Plateau Company Limited was formed to purchase, store and distri- 
bute raw silk required for parachute and other war purposes. Research 
Enterprises Limited provide facilities for war material of a secret nature 
and also for the production of optical glass never before manufactured in 
Canada. This has developed in a most spectacular way and the company 
now have orders totalling over 55 million dollars. Small Arms Ltd. are 
producing rifles and accessories and presently employ some 1,250 men and 
women. Wartime Housing Limited are providing housing accommodation 
for munitions workers in 27 cities and towns across Canada. Wartime 
Merchant Shipping Limited administer the cargo ship construction pro- 
gramme calling for 143 9,300-ton vessels and some smaller ones. Federal 
Aircraft administer a large programme of Anson aircraft for the Air Training 
Plan, and so on. 

In addition to the Crown companies, practically every plant in Canada 
capable of war work is engaged in war contracts either wholly on in part. 
A relatively recent development has been the “bits and pieces’’ program 
whereby the large plants break down their large contracts into small contracts 
and sub-contract these as widely as possible in order that Canada’s peace-time 
machine tool capacity may be fully utilized for war work. As an outstanding 
example of what has already been accomplished in this direction, the 25 
pounder gun is made up of approximately 1,286 parts. Of these, 529 parts 
or 41% are being produced by 63 small plants scattered through the provinces 
of Quebec and Ontario. 

The foregoing will perhaps give you some idea of the multiplicity of 
problems to be dealt with by the Cost Accounting Division of the Treasury 
in establishing procedure and carrying out cost investigations or audits with 
such a variety of industries and types of services. Further complications 
arise with the introduction of such measures as the Unemployment Insurance 
Act, Cost of Living Bonus, Wage Ceilings, etc., and it is essential that 
policies and procedures be sufficiently flexible to permit modification with 
the changing conditions. 

As you are no doubt aware, the Department of Munitions and Supply 
endeavour whenever possible to obtain competitive tenders so as to permit 
contracts being awarded on a fixed price basis, and probably 95% in number, 
of all contracts are so placed. For various reasons, it is not always possible 
to secure satisfactory firm bids and several types and variations of contracts 
have been designed to assure a fair deal to the contractor and at the same time 
properly protect public funds. Examples are the target contract, “Ceiling 
price,” and cost plus fixed fee, all subject to audit. 

Usually each contract is dealt with specifically as a separate transaction, 
but an interesting variation from this is the form of contract now used in 
Canada for emergency repairs to naval ships either on account of the British 
Admiralty or the Canadian Government. Under the prime necessity of return- 
ing ships to service at the earliest possible moment, it is obviously impossible 
to negotiate a firm price on each repair job which would be fair to both the 
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Contractor and the Crown, and at the same time would not delay the progress 
of the work. Under the form of contract in force, a provisional rate of 
overhead has been agreed on with the shipyard, based on the actual exper- 
ience for the last fiscal year and modified where necessary or desirable by the 
projected figures for the current fiscal period. All repair work assigned to 
the yard is closely supervised by naval technical officers and the actual labor 
and material expended is checked by recorders who are familiar with ship 
work. Claims are prepared currently on this basis of actual labor, actual 
material, provisional overhead, and agreed rate of profit, and are paid 
promptly. As soon as practicable after the close of the fiscal year, the Cost 
Accounting Division will establish the actual overhead rate with the con- 
tractor and adjust all claims paid during the period to pick up the difference 
between the provisional and actual rates of overhead. Essentially, the form 
of contract and the costing provisions are very similar to that adopted as 
standard in the United Kingdom some time ago for similar work. 

In theory, manufacturing costs should be composed of productive labor, 
direct materials, and expense or overhead. In practice it is not always pos- 
sible to maintain a clear division between the three classes of charges. For 
instance, we have had some discussions recently regarding the cost of living 
bonus. This bonus is based on a normal working week and is not increased 
if the employee works overtime.| It is also calculated on a fixed rate per 
week rather than on each employee's rate of pay, provided the employee is 
earning a certain weekly income or over. Where the hours worked vary to 
any extent from the normal working week, it thus becomes impossible to 
relate the employee's earnings each day to the actual earnings, until the week 
is closed. Many firms make a daily distribution of productive labor, charging 
job or account numbers with each man’s time at his hourly rate and balancing 
the labor distribution daily with the payroll, either by the use of mechanical 
equipment or by hand. To hold up this work to the end of the weekly 
period in order to determine the actual cost of living bonus paid to each 
workman, relate that to his hourly rate and then distribute all the charges 
for the week accordingly, would be impracticable. In view of this situation, 
while in theory the cost of living bonus is an actual increase in the cost of 
productive labor, in practice it would appear essential to treat it as an over- 
head charge, if desired setting it up as a separate overhead account. 

There is a great deal of variation between classes of industries and 
between individual firms within industry in the application of accounting 
principles. It is, therefore, difficult to make hard and fast rules which would 
be fair and equitable in every case. For instance, salaried foremen are usually 
on supervisory work and automatically considered as overhead, yet in some 
few firms they spend a great deal of time as actual productive workers, per- 
haps for operations requiring special skill which they alone possess. 

In order to carry out cost investigations and audits in the field in a 
thorough manner and to ensure as far as possible that any special factors are 
properly reflected in the final reports, we have from time to time issued to 
our field staff procedure and audit questionnaires in mimeographed form 
calling for definite reports by the field auditor on all pertinent points. A 
sample questionnaire deals with overhead charges as follows: 
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INDIRECT COSTS 





Allocation of Indirect Costs 

Have these been aportioned to the contract in accordance with the pro- 

cedure laid down in M & S Form 433 (Costs of performing a Contract or 

Sub-Contract). 

Indirect Factory Expenses (Factory Burden or Overhead) 

1. Labor—Supervision and inspection, clerical, time-keeping, store tool 
crib, cleaners, watchmen, etc. 

Did you examine payrolls and review the rates of salary and wages for 

these classifications. 

2. Material and Supplies—Shop fuel, lubricants, waste, non-durable tools, 

gauges, etc. 
Did you examine vouchers and stores records or otherwise substantiate 
the charges. 

3. Service Expenses—Expenses of a general nature such as power, heat, 
light, repairs and maintenance of factory buildings, equipment, etc. 
Were you satisfied that these charges pertain only to those facilities and 
buildings used for the contract and applied only to the period in which 
work under the contract was performed. 

4. Miscellaneous Indirect Factory Expenses—Purchasing department, salary 
and expenses, employees’ welfare, etc. 

Were you satisfied that these expenses had been fairly pro-rated. 

5. Were charges for repairs and maintenance of normal amount? If not, 
schedule items to see if they include expenditure of a capital nature. 

6. In certain cases, it may be necessary to examine the contractor’s financial 
statements and include in the working papers schedules: 

(a) comparing factory overhead or burden for current period with 
previous periods, excluding therefrom all items not properly ele- 
ments of cost. 

(b) giving totals of productive labor or alternative basis used. 

(c) stating amount of under-absorbed overhead. 

(d) stating amount of over-absorbed overhead. 

Depreciation 

1. Did you survey the plant records to see that all plant machinery and 
equipment supplied by the Government was excluded in arriving at 
depreciation charges. 

2. Do your working papers include a schedule showing computation of de- 
preciation of contractor’s own plant facilities used on this contract, for 
purpose of checking depreciation charged to production costs. 

3. Is depreciation applied in accord with provisions of rulings under: 

(a) Income War Tax Act, i.e., age of asset, percentage of reserve for 
depreciation accumulated as related to original cost. 

(b) Excess Profits Tax Act. 

(c) War Contracts Depreciation Board. 

4. Did you satisfy yourself that no depreciation was charged to production 
costs in respect of capital assets which have been fully depreciated. 

5. Where accelerated depreciation is claimed, have you examined docu- 
mentary evidence of approval by proper authorities. 

Property Taxes, Rentals & Insurance 

1. Did you ascertain that these items were applicable only to those facilities 
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and buildings used in the contract work, and applied only to the period 
on which work under the contract was performed. 

2. Were all insurance charges included in costs permissive under the terms 
of the contract. 

Miscellaneous Indirect Expenses 
Indirect Engineering Expense (Supervision Salaries, Supplies, Outside 
Services — blueprinting, specifications, drawings, etc.) 
Did you ascertain that charges under these captions were properly appor- 
tioned to the contract. 

Scrap and Salvage 

1. Did you check selling prices to contractor's invoices or other data. 

2. Were you satisfied that the prices obtained were reasonable. 

(In the case of ‘Free Issues’ ‘it will not be necessary to make any check 
on scrap unless specifically requested.) 
Spoils and Rejects 
Do you consider these normal or abnormal. 
ADMINISTRATION AND GENERAL EXPENSES 

(a) Salaries of corporate and executive officers. 

(b) Salaries of general office staff. 

(c) Stationery and office supplies. 

(d) Normal contributions to local charities. 

(e) Other necessary office expenses. 

1. Did you ascertain that charges under the above or like captions are 

properly apportioned to the contract. 

2. With regard to compensation paid to corporate or executive officers, 
were the amounts normal compared with previous periods. 
If not, give particulars of increase. 

3. If administration overhead is applied as a fixed sum on account of prev- 
ious settlement with the Cost Section — quote authority — and state 
if the Government is receiving all the services agreed upon. 

EXPENSES NOT ALLOWABLE AS COSTS 
In making your examination of the contractor's books, accounts and necessary 
vouchers, have you satisfied yourself that none of the following have been 
included as (a) direct contract costs or (b) distributable overhead expense: 

1. Allowances for interest on invested capital, bonds, debentures, bank or 

other loans. 

Entertainment expenses. 

Dues and other memberships other than regular trade associations. 
Donations (except as stated in Section 3, Sub-section b, of M & S 433). 
Losses on other contracts. 

6. Losses from sale or exchange of capital assets. 

7. Depreciation on buildings, machinery or equipment paid for by the 
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Crown. 

8. Fines and penalties. 

9. Amortization of unrealized appreciation of values of assets. 

10. Expenses, maintenance and/or depreciation of excess facilities. 

11. Increases in reserves for contingencies, repairs, compensation insurance 
and guaranteed work. 

12. Federal and Provincial Income, excess profits or surtaxes. 

13. Unreasonable compensation for officers and employees. 
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14. Bond discount or finance charges. 

15. Premiums for life insurance on the lives of officers. 

16. Legal and accounting fees in connection with reorganizations, security 
issues, Or capital stock issues. 

17. Losses on investments, bad debts and expenses of collection. 

18. Advertising and selling expenses. 

19. Royalties not directly chargeable to the subject of the contract. 

In concluding these brief remarks, I would again like to pay a tribute 
to the splendid way in which industry has co-operated with the Treasury Cost 
Accounting Division. Almost without exception we have been able to reach 
an amicable agreement with contractors on determination of costs. 

Mr. Chairman, I presume it is your usual procedure to have a dicsussion 
period following the formal address. If so, I shall be very glad to answer 
any questions relating to the subject to the best of my ability. 





Regulations of The Wartime Prices 
and Trades Board 


An Address By R. F. BRUCE-TAYLOR, F.C.A. 
Before Ottawa Chapter, January 19th, 1942. 


(Mr. Taylor substituted at short notice for Mr. A. M. Henderson, Assistant 
to the Chairman of the above Board and used in this address 
some parts of an address prepared by Mr. Henderson 
for this and other occasions. Ed.) 

The necessity for a body to provide safe-guards under war conditions 
against any undue enhancement in the prices of food, fuel and other necessi- 
ties of life and to ensure adequate supply and equitable distribution of such 
commodities was, of course, realized long before the actual outbreak of war. 
The enabling legislation for such a body, ‘The War Measures Act’, was 
already on the statute books, the Order-in-Council setting up its functions 
was already drafted and on September 3rd, 1939 it was passed and the 
Board came into existence. Its first act was to appoint a Wool Administrator. 
Next, the Sugar problem developed rapidly and machinery was set up to 
handle it. Subsequently Hides and Leather and Coal presented problems 
and Administrations were set up to deal with these. With the possible 
exception of Sugar, the difficulties that arose were more of supply than they 
were of price and it was possible to expand the work of the Board on a 
selected commodity basis. 

The Board and the Government had in mind at all times that when our 
requirements for war needs could not be filled without a limitation of the 
productive capacity for goods of domestic use, it would be necessary to limit 
the amounts by which prices of consumer goods would rise because of in- 
creased earnings in the hands of wage-earners and because of deficiencies in 
supply. Prices began to rise rapidly for these reasons in 1941, and immediate 
action became necessary. The choice lay between ‘“‘selective’” control or 
“overall” control; that is to say, between a further gradual expansion of the 
range of commodities over which control was then exercised, or an immediate 
imposition of control over all commodities. 
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In the House of Commons on November Gth last year, Honourable J. L. 
Ilsley gave six reasons why the overall price ceiling was preferable to select- 
ive price control. These reasons were :— 

1. The general ceiling could be most quickly applied. 

2. The general price ceiling does not discriminate between industries. 
3. In spite of appearances to the contrary, a general price ceiling in- 
volves fewer and less difficult administrative problems. 

4. The selective approach would require a thorough investigation of 
individual industries or commodities and the arbitrary fixing of prices for 
these individual products, while the ceiling method, subject to minor adjust- 
ments from time to time, accepts the relationship between the prices of 


3. 


various commodities and services determined by supply and demand in the 
basic period. 

5. The general ceiling on prices is the only method of price control 
which makes it possible to justify stabilization of wages and many other 
payments such as the payment of pensions, dependents’ allowances, and so 
forth. 

6. The piecemeal method of selective control would not prevent the 
inflationary spiral from developing. 

The importance of preventing inflation in wartime is fundamental since 
the basic source of this evil is the existence of wartime shortages which start 
a cumulative process of price increase brought about by a greatly increased 
national pay-roll and the conversion of a large part of the national industrial 
machinery to the manufacture of war equipment. 

Before the war our national income was somewhere in the neighborhood 
of three and three-quarter billions — to-day it is six and a quarter billions. 
In the 1914-1918 war around 10% of our industry was converted to war 
equipment production. In this war over 40% is already converted and this 
will be still further increased. As these increases gain momentum, the rush 
to convert savings and weekly wages into tangible commodities accelerates 
the upward spiralling of the price cycle. The wage-earner’s weekly labor 
becomes decreasingly productive of the necessities to sustain the life of 
himself and his family. You are so intimately acquainted with business 
administration that I need merely to make reference to the effects on the 
manufacturer, the wholesaler and the retailer of such an upward spiralling 
of prices. I do not have to describe the disaster which will follow in the wake 
of the inevitable collapse of the inflated price structure. Even those indi- 
viduals and businesses which might temporarily profit out of inflation would 
find their profits, except in the case of the most skilful speculators, swept 
away in the aftermath of war. There is also this to remember — Canada 
is undertaking a colossal war effort and it is important and sound business 
that the debts incurred in this should be on a low level of price costs, not an 
inflated one. 

One obvious problem which has to be dealt with in applying an overall 
ceiling to prices is the “time lag” which normally occurs in distribution of 
goods from producer and manufacturer, through secondary manufacturers 
and wholesalers to the retail store. In determining that the retail ceiling as 
it existed during the basic period, i.e., the four weeks from September 15th 
to October 11th, 1941, had to be held at all costs, the Government and the 
Board made a vital and far-reaching decision. With price increases beginning 


51 
























COST AND MANAGEMENT 


as they do at the source of supply, that is, with the primary producer, it 
followed that during the basic period, many of the manufacturers, secondary 
manufacturers, wholesalers and retailers in all sections of Canadian trade and 
industry had not reflected the increased inventory replacement costs in their 
basic period selling prices. Whether competition determines selling prices 
or not, they are, generally speaking, based on average costs or inventory 
carrying value rather than replacement cost. Consequently, the Board’s 
decision to maintain the retail ceiling produced what has become known as 
the “squeeze.” 

From various quarters there was a proposal that, to avoid this ‘squeeze’, 
“progresive’ ceiling should be applied in easy stages, starting with the 
manufacturer. Discussing this proposal on November 21st, Mr. Donald 
Gordon, Chairman of the Board, stated: 

“One such proposal, made with undoubted sincerity and good intention, 
has been that we apply the brakes gradually, and allow retail prices to rise 
because, as we well realize, the cost of replacing goods on the retailers 
shelves has risen considerably over the past few months. 

“This proposal has been thoroughly examined and I wish to emphasize 
and underline as strongly as I can that such an approach has been completely 
rejected by the Government and by the Board. It has been rejected because 
we know that it would mean losing the battle before it has even started. 
Such an approach would obviously result in increased retail prices. Increased 
prices would mean increased cost of living. This in turn would bring higher 
wages and salaries in the chase to catch up and so the vicious circle of 
inflation would be under way again. 

“Rather than allow retail prtces to rise, the prices of wholesalers and 
manufacturers must be reduced. In any unbalanced structure of prices and 
costs, adjustments must be financed primarily by the business group con- 
cerned, not by the consumer nor by labor.” 

The objective is to adjust the “squeeze” in each industrial field back 
from the retailers, with each agency of production and distribution absorbing 
its fair share of the “squeeze”, but no more than its fair share. The farther 
it can be pushed back the smaller it becomes and consequently the easier it 
it to handle because fewer businesses are involved. Many adjustments of 
this type have already been made by the various sections of trade and industry 
themselves. It has been largely a question of determining the difference 
between costs on which basic period selling prices were established and re- 
placement costs which prevailed during the same period. The increase or 
“squeze”’ is then weighed against the ability of the industry as a whole to 
take it or a portion of it. Close attention is being paid to the elimination of 
expensive production and merchandizing practices. While it has no desire 
to disturb these so long as the retail or consumer ceiling holds, the Board 
takes the view that such practices have no place in a wartime economy if 
their continued existence jeopardizes the maintenance of the price ceiling or 
of the supply of consumer goods. 

I have described one type of “squeeze”, that which is wholly domestic. 
There is a second type which is that between a foreign supplier of goods 
and a Canadian retailer. 

The Board's statement on Import Policy issued in the Canada Gazette on 
December 29th clearly sets forth its attitude toward this uncontrollable factor. 
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Its object is to ensure a continued flow of necessary imported goods for sale 
in Canada under the retail price ceiling. If import prices of such goods rise 
to a degree which cannot be absorbed by trade and industry subsidies will 
be paid through the Commodity Prices Stabilization Corporation. Likewise, 
duties and taxes on imported goods may be reduced from time to time in 
such a way as to eliminate the need for subsidies. In its approach to import 
problems, the Board and the Corporation will have the assistance of all the 
administrators in their respective fields. This is particularly true in connec- 
tion with the importation of raw materials for further manufacture in Canada. 
Finished goods will necessarily be subsidized, generally speaking, on the 
basis of actual costs. Raw materials will be dealt with under special pro- 
cedures. Subsidy assistance will be paid where such assistance is really 
needed and providing due regard is given by importers to prices paid to 
foreign suppliers. Broadly speaking, wherever similar goods can be obtained 
in Canada at reasonable prices, no subsidy will be paid unless it is shown 
that domestic goods are not available in sufficient quantities. 

It is, of course, true that these procedures will cause, in some cases, losses 
and in all cases reduce earnings. There will, therefore, be hardships to be 
encountered and some casualties must inevitably result. Is not the effect of 
this policy, however, to force business to take a small dose of medicine now 
which will permit it to carry on effectively rather than to let the disease 
gain momentum with the sure knowledge that when deflation sets in business 
is wiped out? I am of the opinion that we are now injecting into business, 
while its heart is sound, anti-deflationary toxin which, while temporarily 
very unpleasant to the taste and in its immediate reaction, is a preventative 
against a severe attack of the very contagious deflationary disease which will 
sweep those parts of the world which have not taken preventative precautions. 

Now, as to the constitution and organization of the Board. The Board 
itself consists of 12 men under the chairmanship of Mr. Donald Gordon. 
Prominent Civil Servants (and I use the title broadly because one or two 
are wartime specialists and not what might be called “career” men) repre- 
senting many phases of governmental activity are members. For example, 
there are represented the Departments of Finance, Trade and Commerce, 
Agriculture, both Customs and Excise Branches of National Revenue, Muni- 
tions and Supply, the Bank of Canada, etc. This broad representation is 
significant when it is realized that by what might be termed interlocking 
directorates, the Board obtaints the point of view of those charged with 
administering fiscal and taxation policies, foreign exchange control, export 
licensing, the War Exchange Conservation Act, the activities of the Dairy 
Products Board, the Wartime Industries Control Board, etc. It is difficult to 
find in these days a decision to a problem which will not touch in some 
measure upon the activities of one of these other departments or boards, 
and, also, at the present time a close liaison is being arranged between the 
Wartime Prices and Trade Board and the National War Labor Board. 

The detailed problems of the Board are in the hands of Administrators. 
There are two types of Administrators, first those dealing with specific 
commodities who follow these commodities from the raw material to the 
point at which the finished product passes into the hands of the wholesalers 
or retailers; second, those appointed to deal with all the problems of the 
wholesaler or of the retailer respectively. These Administrators have been 
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picked as being leaders in their own fields. They have an intimate knowledge 
of the problems to be encountered in their respective fields and they know 
the individuals whom they will meet and thoroughly understand their prob- 
lems. Also acting as Administrators for the purpose of price control are 
the Controllers of the Wartime Industries Control Board, whose principal 
function hitherto has been to ensure supply for the benefit of war contracts. 
The recruiting of Administrators is now about complete and many have 
assistants under one title or another to carry some of the burden. All sections 
of trade and industry in the Dominion are now, or will be very soon, repre- 
sented in this group of Administrators who have practically complete 
authority in their own fields and a ready means of interchange of views with 
their associates in neighbouring fields. These Administrators are the business 
men on whom the Board relies in order to properly achieve its ends. 

The Board has set up other units to assist it. It has a general secretarial 
unit, a statistics and research unit, an enforcement section, a legal section 
and, amongst others, what is called (for want of a better name at the mo- 
ment) the Accounting Administration, of which I am a member. 

The Accounting Administration is a distinct and separate unit responsible 
only to the Board and ranking equally with the other Administrations. In 
actual practice it can be regarded as a service department or fact-finding body 
on the accounting aspects of the Administrators’ problems in their respective 
industries and the corporations comprising them. 

In approaching this work we have recruited the services of a number of 
Accountants, most of whom have come from industrial companies. They are 
men with sound accounting background and practical business training. They 
have come from many diversified industries. Thus each one brings to his 
work an accounting background in many of the industries represented by the 
Administrators who themeslves have come from industry to do a war job 
under much the same circumstances. 

It is important to give you a clear understanding of the scope of the 
Accounting Administration’s work in relation to that of the various Admin- 
istrators. As I have explained, these Administrators and their staffs are 
responsible to the Board for the handling of the economic problems arising 
in their respective fields as a result of the impact of price control. The only 
basis upon which these problems can be judged and their solutions determ- 
ined is in the light of the relevant facts. The Accounting Administration has 
been charged with the responsibility of establishing the facts. Naturally it 
is fundamental that we have a clear understanding of the probelms and the 
ability to present the facts in a concise and accurate manner to the Board. 
Only on this basis can sound judgment me formed and an efficient solution 
found. 

Many of these problems relate back to what may be termed the technical 
aspects of manufacturing and distribution. Such aspects embrace the physical 
business components, the practices and policies of business enterprises, trade 
practices, etc. While they are reflected in the accounting summarization of 
the results of a business enterprise and thus are susceptible to analysis by the 
Accounting Administration, the technique of evaluating them as factors in a 
problem and of determining a solution which is logical and practical requires 
a background of training and experience which is different from that of an 
Accountant. Consequently, to inject into the work of the Board this other 
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point of view on a common problem, an industrial engineering section is 
being created by the Board. It is a parallel organization to the Accounting 
Administration and it is being staffed with industrial engineers and men with 
administrative experience in manufacturing and distribution. 

It is not the function of these divisions of the Board to show companies 
how to make profits, but rather to satisfy the Board whether, by appropriate 
changes in method, they can stay within the price ceiling without assistance 
from the Government. Their suggestions are available not only to the 
Board's Administrators, but also in collaboration with the Administrators 
to business management itself. 

In this work it is the earnest desire of the Board to avoid making any 
widespread demands on business for accounting information. I would explain 
this by saying that the Board does not, at this stage, contemplate the need 
for any periodical reporting or other extensive accounting work which will 
make the accounting situation facing business management to-day harder 
than it is. The Accounting Administration is utilizing, wherever possible, 
the services of other Government departments fact-finding agencies and the 
like. It wants to employ the smallest staff it can consistent with its job, and 
avoid all duplication and overlapping of effort to the maximum extent. Its 
procedural approach to the accounting aspects of the price ceiling programme 
is that, since the onus, generally speaking is on business to prove its own 
case, it is securing the facts along the simplest and most uniform lines it 
can devise in order to assist in producing the desired results with a minimum 
of delay and inconvenience to all concerned. There will, of course, be many 
cases where more comprehensive data is required. It does not contemplate 
auditing such submissions at this stage. If verification along these lines is 
necessary, as it will be in some cases, there is no reason why corporations 
involved should not retain their own auditors. In cases of this kind, the 
Accounting Administration will assist the corporation's auditors, if necessary, 
to the point of spelling out in detail just what information is wanted in 
individual cases. In other instances, it may be in a position to carry out 
its own investigation. 

In securing information along these lines and working with the various 
administrators, it is important to note that the source of the facts is treated 
by the Accounting Administration as private and confidential. In every case 
where data requiring this treatment is secured, the procedure is for the 
Accounting Administration itself to contact the corporations in the industrial 
field concerned, and the facts developed from this information are not dis- 
cussed with the administrators until all identifying sources have been elim- 
inated. The information by companies usually is coded, tabulated and, pre- 
sented in summarized form to the administrators. This approach has been 
developed by the Board with the co-operation of the administrators who are 
concerned only with the broad picture for the industry as a whole. 

I have told you very little so far about the Regulations of the Wartime 
Prices and Trade Board. Actually, while there are a lot of words used in a 
number of Orders-in-Council and in a great many Orders of the Board, the 
Regulations are intended to say (and they will say it clearly when we get 
around to it) that there is one ceiling which must be maintained at all costs, 
that is, the highest selling price established by each retailer at each of his 
separate places of business during the period, September 15th to October 
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11th, 1941. There is another ceiling, i.e., that of all persons who do not sell 
at retail, which can be varied up or down, but, if upwards, only with the 
consent of the Administrator concerned, who has been given adequate power 
to give or refuse consent. By Order-in-Council there is no ceiling on goods 
sold to the Department of Munitions and Supply or to any Agency thereof, 
on goods to be exported by the seller or his agent and on casual sales of 
goods at auction or by persons not normally in the business of selling goods. 
By order of the Board, certain goods such as fresh fruits and vegetables, fish, 
raw furs, etc., are given temporary exemption from the ceiling if sold under 
certain conditions. 

There are provisions in the Maximum Prices Regulations prohibiting a 
constructive piercing of the ceiling by any variation of the terms of sale or 
of discounts ordinarily allowed or by way of dilution of quality. Goods 
which have previously been sold at a delivered price may not be sold at the 
same price but f.o.b. the seller's place of business. If certain trade discounts 
have been regularly granted to certain buyers, they must be maintained. The 
quality of the goods must be maintained if the price is maintained and in any 
question the onus is placed on the seller to prove or disprove the existence 
and extent of any relevant and substantial similarity or dissimilarity. The 
Board does not intend to continue this last provision unreasonably, but it 
will insist that the supply of goods within certain price ranges must continue 
so long as the raw materials are available for processing. For example, a 
manufacturer may now manufacture and sell various qualities of woollen 
underwear which sells at retail at $1.00, $2.00 and $5.00 respectively. As- 
suming that the $1.00 underwear is the least profitable line, the tendency 
would be for him to abandon that line and concentrate on the two more 
profitable lines. Should he do this, the Board would enquire into the whole 
matter of supply of $1.00 underwear. If the particular manufacturer is an 
important contributor to the total supply, the Board would probably require 
him (as it has power to do) to continue the production of this line. If the 
manufacturer is not an important contributor and can show that by abandon- 
ing this line he will be in a better position to absorb the “squeeze” on the 
others, the Board would give his request more favourable consideration. 

You may be interested in a few further words about imports. Pursuant 
to the published statements of policy on imports, the Board has caused the 
formation of a government corporation entitled Commodity Prices Stabiliza- 
tion Corporation Ltd. This corporation will receive and deal with claims 
for subsidy but in dealing with these it will follow broad policies laid down 
by the Board. You have no doubt read the Statement of Policy dated January 
lst which appeared in the Canada Gazette and have noted the two lists of 
items which will not be subject to subsidy. The first list covers those goods 
specifically excluded without regard to the date of import, the second those 
which were, generally speaking, not imported during the month of December, 
1941. The Corporation has prepared Claim forms, Form C1 which is to be 
used only by retailers in respect of goods imported to Canada for sale in the 
same condition as imported, and Form C2 which is to be used by manu- 
facturers, processors, jobbers and wholesalers in respect of goods imported 
to Canada for sale after manufacture or conversion or for sale in the same 
condition as imported. These forms are designed to cover one import entry 
each only; but special provision may be made by the Corporation to take 


56 














REGULATIONS OF THE WARTIME PRICES AND TRADE BOARD 


care of firms which pass many customs entries during a period. In order to 
obtain a subsidy on imported goods, the applicant must be the bona fide 
importer, that is to say, he must have acquired title to the goods from a non- 
resident supplier prior to their entry for home consumption to Canada and 
he must have cleared them for home consumption. These are two important 
points: the reason for the first is to ensure that the subsidy, if any, is paid 
to the person at the bottom of the ladder in Canada; the reason for the second 
is to ensure that the goods are in fact imported. 

Form C1 is now being distributed and Form C2 is on the press and will 
be available in about a week. 

As each of these forms is to cover one import entry only, a recapitulation 
form has also been designed which must be submitted with each group of, or 
single, claim forms submitted. 

You will be pleased to know that it is not necessary to submit to the 
Corporation, unless or until specifically requested, any customs documents, 
commercial invoices or other proof of the fact of import or of the price to 
be paid. The Corporation proposes to rely upon the data submitted over 
the signature of a responsible officer of the applicant business, who in his 
certificate undertakes to account to the Corporation for any amount due to 
the Corporation resulting from any adjustment in the laid-down cost of the 
goods, whether by way of a variation of the price or of any duties or taxes 
eligible or by way of drawback of any kind or by claim upon a transportation 
agency or by way of any credits or adjustments received in respect of short- 
shipments, breakages, loss of value in transit, etc. Such an accounting must 
be made by filing with the Corporation, within thirty days of receipt of any 
part or all of the amount claimed, an application for subsidy, prominently 
marked “Credit”, on which must be shown complete reference to the original 
application and a computation of the amount due to the Corporation. 

I have used the words‘ ‘laid-down cost”. This is defined in the instruc- 
tions printed on the forms and the definition given must be followed. 

There are two other important conditions which must be complied with 
prior to the making of an application for subsidy: 

1. Sight entries must have been perfected by the completion of an entry 
for home consumption; in other words, the proper laid-down costs must have 
been determined. 

2. All of the goods on which subsidy is applied for must have been 
landed in Canada duty paid. I am informed that under war conditions all 
the goods listed on a Customs invoice do not necessarily arrive together. 
Claims must not be made in respect of goods still in transit. 

I think that I have now talked long enough and that I have given you 
some powder with which you can fire questions at me. I shall try to answer 
all the questions you may wish to put. I would like you to remember, how- 
ever, that I am not an Economist and that the Board is still struggling with 
quite a number of problems. It may be that nobody yet knows the answers 
to some of the points you have in mind. 
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HANDISET 
FORMS 


As shown in the sketches, Handiset 
Forms are multi-copy business 
forms, with fresh, inexpensive car- 
bon paper already interleaved. Come 
in unit sets with carbons and forms 
glued at stub. 


After typing or writing, the forms 
and carbons are snapped apart— 
carbons remain affixed to stub— 
forms loose, Copies which require 
additions or extensions may be left 
with carbons affixed—for subsequent 
typing or writing. Fingers neve 
touch carbons. Used for typed 
records in any typewriter, billing 
machine, accounting machine or 
tabulator—or for handwritten rec- 
ords, loose or in books. Eliminates 
all carbon stuffing, jiggling in align- 
ment and unshuffling. 
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La Salle Extension Univer- 
sity has arranged courses of 
training to meet the specific 
requirements of the Can- 
adian Society of Cost Ac- 
countants & Industrial En- 
gineers. | Whatever your 
background of training and 
experience, it is likely that 
we can give you just what- 
ever additional coaching 


YOU may require. 


Let us know how far you 


have progressed in your 
studies up to the present 
time and we will gladly out- 
line a programme to fit your 
individual needs. 


LaSalle Extension 
University 


CARTY BLDG. 


Yonge and Albert Streets 
TORONTO, ONT. 
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Cost and Industrial Accountants 


There is no time like the present to commence preparations 
for the spring examinations in Bookkeeping, Accounting, 
Cost Accounting and Business Organization and Manage- 
ment, held by the Canadian Society of Cost Accountants 
and Industrial Engineers. The Shaw course will prepare 
you for these examinations and a postcard will quickly 
obtain complete information. 


PREPARE NOW 
DO NOT DELAY 
Write 
SHAW SCHOOLS LIMITED 
BAY AND CHARLES STREETS 
Toronto 
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THE SHAW WAY 
THE SURE WAY 
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MEMBERS WHOSE MEMBERSHIP FEES FOR THE 

CURRENT YEAR ARE NOW DUE, OR OVERDUE, ARE 

ASKED TO KINDLY REMIT AS SOON AS POSSIBLE 

AND THUS SAVE THE SOCIETY TIME AND TROUBLE 
IN THIS CONNECTION. 
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Reserves 


NEW YORK, Jan. 25th—Accounting problems arising out of the crea- 
tion of reserves to meet costs and losses by companies producing materials 
for war are outlined in a printed bulletin just issued by the committee on 
accounting procedure of the American Institute of Accountants. 

Primarily concerned with the problem of properly showing special war 
reserves in financial statements, the bulletin lists eleven purposes for which, 
in the judgment of management and independent public accountants, reserves 
may or must be provided. It stresses the fact that, owing to uncertainty 
as to the duration of the war period, it is difficult to determine amounts of 
possible costs and losses. 


The recommendation is made by the American Institute committee that 
in cases where amounts of possible costs and losses are not determinable, or 
susceptible of even approximate measurement, the reserve provision be shown 
in the income statement as a deduction from the income for the period 
computed on the usual accounting basis, with both purpose and amount of 
reserves indicated as clearly as possible. When costs and losses are later 
determined, the committee recommends, they should be brought into the 
income statement “in such a way as not to obscure the results for the period 
then current.” 


Losses which may be sustained in the disposal at the end of the war of 
inventories useful only for war purposes, and amortization of the cost of 
additional plant facilities expected to be substantially reduced at the end of 
hostilities are two items shown in the list of reasons why reserves may or 
must be provided. 


Other purposes given include accelerated depreciation of facilities as a 
result of intensive use and of operation by less-experienced personnel; 
accelerated obsolescence of facilities due to intensive research during the 
war in an effort to increase productive efficiency, and separation allowances 
which may be paid to employees who are discharged at the termination of 
the war. 


Losses from destruction of property as a result of the action of armed 
forces or seizure by the enemy is another reason cited for the creation of 
reserves. In the list also is loss which may be sustained in the disposal of 
inventories not necessarily applicable to war production and loss due to decline 
in the price level which, on the basis of past experience, the committee 
states usually follows a pronounced rise in prices. 


Other reserve items listed are amortization of the cost of rearrangement 
and alteration of existing facilities which probably will be required in the 
post-war period; repairs and maintenance deferred as a result of pressure for 
war production; restoration or alteration of facilities to peace-time produc- 
tion at the end of the war, if it is reasonable to assume that such restoration 
or alteration will then be made, and decline in the useful value of plant and 
equipment due to excess capacity resulting from war construction. 
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In a statement on the subject of special war reserves included in the 
bulletin it has just published, the American Institute of Accountants commit- 


tee on accounting procedure states: 


“On the basis of experience in and after the first world war and with 
the expectation that there will be similar adjustments and dislocations of 
business after the present war, the utilitarian concept of accounting should 
prompt accountants and others to encourage the establishment of special 
reserves for costs and losses arising out of the war. 


“Recognition of the necessity of such reserves is important, not only 
in the interest of the business enterprise, but in the interest of the national 
economy as a whole. The government might well take account of this fact 
in its fiscal policies generally and in respect of taxation. It would be wise 
on the part of government to give consideration to the recognition of pro- 
visions of this kind as deductions in the determination of taxable income, 
subject to necessary safeguards with regard to the ultimate disposition thereof. 

“Such a policy would tend to make taxable incomes more nearly reflect 
real income, since these reserves are intended to give recognition to costs 
and losses related to the war period which are real, though in many cases 


they cannot now be definitely measured. 


“It is to be noted that reserves for many of the items listed have the 
effect of reducing the stated amount of fixed assets, while other items, such 
as restoration of facilities or separation allowances, will require expenditure 
of funds in the future. It should be emphasized that the creation of reserves 
for items of the latter kind does not, of itself, provide funds to meet the 
expenditures. Such expenditures can be made only from funds of the 
corporation available at the time. The creation of the reserve serves an 
essential purpose, however, in indicating the necessity of conserving assets 
rather than paying dividends.” 


Walter A. Staub of New York is chairman of the American Institute 
committee issuing the new bulletin. Members of the group are George O. 
May of New York, immediate past vice-chairman of the committee; Archibald 
Bowman, William D. Cranstoun, William Eyre, Arthur B. Foye, Henry A. 
Horne, Warren W. Nissley, Maurice E. Peloubet, J. S. Seidman and James 
L. Dohr, director of research of the American Institute, all New York 
certified public accountants. 


Also George D. Bailey of Detroit, Carman G. Blough, Stephen Gilman, 
Albert W. Torbet and Edward B. Wilcox, all of Chicago; Dean L. J. Buchan 
of the School of Business of Tulane University, Anson Herrick of San 
Francisco, Professor William A. Paton of the University of Michigan, J. 
Harold Stewart of Boston, T. Dwight Williams of Oklahoma City and Pro- 
fessor Sidney G. Winter of the University of Iowa. 


The bulletin referred to may be had on loan by members from this 


office. 
Editor. 
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